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THE OWEN-GLASS BILL AS SUBMITTED 
TO THE DEMOCRATIC CAUCUS 

SOME CRITICISMS AND SUGGESTIONS 

BY PAUL M. WAKBUBG 

Now that we have before us the Owen-Glass Bill in the 
definite form in which it has been submitted to the Demo 
cratic caucus, it may be interesting dispassionately to analyze 
it and to establish where it differs from and wherein it agrees 
in the main points with the bill of the Monetary Commission. 

It is a source of great satisfaction to note that, as the 

Republican party had to outgrow and to abandon its old doc 

trine of 
" 

currency issued by National Banks against Gov 
ernment bonds," so the Democratic party had to relinquish 
its old heresies of the 16-to-l silver standard, the guarantee 
of deposits, etc. Both parties are now agreed that reform 

must provide for 
" a currency "?-to use President Wil 

son's own words?" not rigid as now, but readily, elastical 

ly, responsive to sound credit, the expanding and contract 

ing credits of every-day transactions, and the normal ebb 
and flow of personal and corporate dealings." 

There is a further and even more important progress. 
Both parties have now recognized that it is not the 

" cur 

rency 
" 

which is the exclusive or even the chief factor that 

needs reform, but that, indissolubly interwoven with this 
question is the problem of rendering available and efficient 
the now immobilized reserves of the country, and of mobiliz 

ing and modernizing the now illiquid American bills of ex 

change by creating a " 
discount market 

" 
and 

" 
bank ac 

ceptances." 
Both parties are thus in agreement as to the ends to be 

striven for; more than that, they are agreed even as to the 

technical means by which they must be attained. 
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Accordingly, both plans provide for concentration of re 

serves, for the creation of an organization for the purpose of 

rediscounting commercial bills, for the substitution of an 

elastic note for the present National Bank currency, and for 
a conversion of the 2-per-cent. Government bonds into 3 

per-cent. bonds. 

The country is to be congratulated upon seeing these 

theories and principles clearly established; it remains the 

nation's duty conscientiously to watch that the aims now pro 
fessed by both parties be carried into effect in the best 

possible way, and that they be not lost through ignorance, 

prejudice, or considerations of party policy. Where there 

is agreement as to the fundamentals, it should not be impos 
sible to reach an accord as to the means, provided they be 

honestly sought for. 

There were five main criticisms of the Monetary Commis 

sion's plan, and it is chiefly on these points that the Owen 

Glass plan differs from its predecessor. 
Mr. Aldrich's critics claim: 

1. That there is too much concentration of power and 

that this power is placed almost entirely in the hands of the 
banks or their representatives. 

2. That a uniform discount rate for the whole country 
would not be practicable. 

3. That the size of the balances to be kept by the sub 
scribing banks with the National Eeserve Association is not 

defined. 
4. That the National Eeserve Association, after taking over 

all the 2-per-cent. Government bonds, is not sufficiently pro 

tected, because, although it would assume the responsibility 
for the entire National Bank note issue, it would be pre 
vented from selling the United States 3-per-cent. bonds in 
case of emergency (except $50,000,000 per annum and that 

only after five years). 
5. Finally, it is claimed that currency should be issued 

only by the Government of the United States and not by a 
semi-official body.1 

As to point 1, the writer partly agrees with these critics; 
as to 2, 3, and 4, he entirely agrees; as to point 5, however, 
he totally disagrees with them. 

1This article does not aspire to be a comprehensive criticism of the 
Owen-Glass bill in all its details, but has for its purpose the discussion 

only of these main points. 
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Let us analyze each point consecutively: 
The Monetary Commission's plan proceeded on the theory 

of the Bank of England, which leaves the management en 

tirely in the hands of business men without giving the Gov 
ernment any part in the management or control. The strong 
argument in favor of this theory is that central banking, 
like any other banking, is based on " 

sound credit," that 

the judging of credits is a matter of business which should 
be left in the hands of business men, and that the Govern 

ment should be kept out of business. The Aldrich plan, 
therefore, provided for only a moderate amount of Govern 

ment control; but on the other hand it restricted the powers 
of the Central Board and the scope of the branch boards to 
such a degree, and it proposed so democratic a system of 

electing directors, that its author hoped to satisfy the na 
tion that the concentrated reserves of the United States and 
the note issue would be safe in the hands of this National Ee 
serve Association. The Owen-Glass bill proceeds, in this 

respect, more on the lines of the Banque de France and the 

German Eeichsbank, the presidents and the boards of which 
are to a certain extent appointed by the Government. The 

writer is inclined to think that the latter form is the one bet 
ter adapted to modern nations. These Central Banks, while 

legally private corporations, are semi-Governmental organs 
inasmuch as they are permitted to issue the notes of the 

nation,?particularly where there are elastic note issues, as 

in almost all countries except England,?and inasmuch as 

they are the custodians of practically the entire metallic 
reserves of the country and the keepers of the Government 

funds. Moreover, in questions of national policy, the Gov 

ernment must rely on the willing and loyal co-operation of 

these central organs. Much is therefore to be said for the 

theory of centralizing reserves and note issue in the hands 

of a semi-official private corporation under a mixed admin 

istration of business men and* Government appointees, the 

managing officers being appointed by the Government. 

In strengthening the Government control, the Owen-Glass 

bill therefore moved in the right direction; but it went too 
far and fell into the other, and even more dangerous, ex 

treme. 

In France and Germany the Central Banks are entirely 
free from any sectional or political color,: an officer is ap 

pointed on the strength of his qualifications, generally after 

vol. cxcvm.?no. 695 34 
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a long training and gradually rising in rank; a director is 

elected on account of his standing in the business world; all 

irrespective of their political faith, and they will remain in 
office according to their merits and independent of whether 

the liberal or conservative party be in power. 
In our country, with every untrained amateur a candidate 

for any office, where friendship or help in a Presidential 

campaign, financial or political, has always given a claim for 

political preferment, where the bid for votes and public 
favor is ever present in the politician's mind, where class 

prejudice and antagonism between East and West and 

North and South run high, in a country so different from 
these European states, a direct Government management, 
that is to say a political management, would prove fatal. 

Moreover, in Europe the banks, are not required to furnish 

the capital of the Central Banks, nor are they obliged to keep 
balances of such size as will be necessary with us, where the 

banks and the Government will be the only depositors of the 
Federal Eeserve Banks. The banks, therefore, should be 

satisfied that the administration will be carried on without 

bias and upon sound business principles. There can be no 

doubt but that, as drawn at present, with two cabinet 

officers members of the Federal Eeserve Board, and with 

the vast powers vested in the latter, the Owen-Glass Bill 

would bring about direct Government management. 
Th? Owen-Glass Bill provides for the creation of twelve 

Federal Eeserve Banks as against the one National Eeserve 

Association, with fifteen branches, as proposed in the Aldrich 

Bill. The National Eeserve Association is theoretically the 
simpler, sounder, and, in effect, the more efficient structure. 

The freest possible return of idle cash into one large reser 

voir is best assured by a single organ, and its larger strength 
and uniform policy render feasible the creation of a real 

discount market and the performance of other functions, 
such as accumulation or disposition of foreign bills, gold 

transactions, etc., which are necessary for the safety of the 

structure. 

Moreover, as we shall see later, a single organ of vast 

strength is in a position to solve in a more effectual way 
the question of Government bonds and note issue. Messrs. 

Owen and Glass were moved to adopt the Federal Eeserve 

Bank system, not only because Senator Aldrich had adopted 
the other, but because the absolute centralization frightened 
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a great many who are afraid that in some way or other 
" 

Wall Street 
" 

might secure the key to this great chest. 

Although, in the writer's opinion, this apprehension was un 

warranted, still this fear existed and had to be taken into 

account. Moreover, it was thought impossible to have one 

discount-rate govern the whole country; and justly so. 

In dividing the country into separate districts, each having 
its own Federal Eeserve Bank and its own rates, it was hoped 
to counteract the danger of centralization of power and to 

render each district independent of the other. It seems that 

the framers of the law were in the beginning impressed with 

the idea of creating from twenty-five to thirty such centers, 
or even a larger number. The longer they dealt with this 

question, however, the clearer it became to them that the 

number had to be reduced and, furthermore, that some way 
had to be found to co-ordinate these separate entities, or 

rather to subordinate them under the domination of one 

central power. 
It is clear that, if a large number of separate Federal 

Eeserve Banks should be created without any such super 

imposed organ, instead of having a free back flow of idle 
cash into one center, we should have competitive hoard 

ing of gold at each central point. This would destroy the 
basic principle of the plan, which is that the reserves of one 

part of the country, where there would not be any seasonal 

demand, should be available for the other, where crops might 
just be moving. Without a central organ the result would 

have been that these independent and weak Federal Eeserve 
Banks would have had to depend on the strongest among 
them for assistance. In other words, New York would have 
become the center dictating the country's financial policy, in 

stead of having it formulated and carried out by a body of 
men from all parts of the country, as under the Aldrich plan. 

It became apparent then: First, that the number had to be 
reduced in order to make the units larger, and thereby more 

independent; and, second, that it was necessary to co-ordi 
nate these units under a Central Board. Thus the number 
was reduced to fifteen, and later on to twelve, and the Fed 
eral Eeserve Board was created. While these moves were 

in the right direction, they did not go far enough, for the 
proposition as it now stands is not as yet a practicable one. 

Let us see how it would work. 

As an illustration we shall assume that a Federal Be 
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serve Bank is established with the minimum capital, 

permitted under the law, of $5,000,000 paid in, that is a 

nominal capital of $10,000,000. This would presuppose a 

paid-in capital of the banks constituting this Federal Ee 
serve Bank of $50,000,000. Let us assume that the deposits 
of these banks would amount to five or six times their 

capital, that is, $250,000,000 to $300,000,000. Of these, 5 per 
cent, would have to be paid in as balances with the Federal 

Eeserve Banks, that is $12,500,000 to $15,000,000. Of these 
it should normally have no less than 66 2-3 per cent, in re 

serve, equal to $8,000,000 to $10,000,000, leaving about 10 

per cent, of the capital of the constituent banks, or $4,500,000 
to $5,000,000, as available in normal times, and an additional 

10 per cent, for special demands; after which the limit of a 

gold reserve of 33 1-3 per cent, would have been reached. 

This illustration presupposes that the banks, having paid in 
10 per cent, of their capital, would want to reimburse them 

selves by rediscounting an equal amount with the Federal 

Eeserve Bank, which means that the capital of the latter 
would be normally invested. But assuming that the capital 
would be uninvested, the total amount available for the ac 

commodation of the constituent banks would even then be 

only 30 per cent, of their capital. 
This permits of several conclusions: it shows, first, that 

while the Aldrich plan left entirely optional with the banks 
the size of the balances to be kept with the National Ee 

serve Association, permitting them to count both balance 

and lawful money in their vaults as reserve, the Owen 

Glass Bill, while correctly stipulating a minimum balance 
of 5 per cent, of the deposits, errs in setting at the 
same time a minimum limit also for the amount of actual 

cash to be kept in the vaults of the banks. From the 

point of view of strengthening the Federal Eeserve Banks, 
and thereby the banks themselves, the balances with the 
Federal Eeserve Banks, that is their cash holdings, ought to 
be increased as far as possible. The banks ought to hold 

only as large or as small an amount of actual cash as they 

actually need for their daily business, and all unnecessary 
cash should be deposited with the Federal Eeserve Banks. 

Allowing for an ample supply of till-money, but leaving the 

determination as to its size to the free judgment of the 

banks, it is safe to estimate that the aggregate gold holdings 
of the joint Federal Eeserve Banks could be increased 
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by some $200,000,000. The joint loaning power would there 

by be strengthened by twice that amount. In estimating 
this increase it has been assumed that an amount equal to 

at least 2 1-2 per cent, or 3 per cent, of the aggregate de 

posits could be safely counted upon. In our illustration this 

would mean that about $7,500,000 would be added to the 
funds of the Federal Eeserve Bank, of which $2,500,000 
normally, and a maximum of $5,000,000, would become avail 
able for the contributing banks; which would increase the 

total to 40 per cent, of their aggregate capital. The very 

object of the law should be to reduce to the smallest possible 
sum the amount of cash hoarded in the banks and to increase 
to the largest possible size the concentrated reserves in the 

Federal Eeserve Banks. But it would be a mistake to at 

tempt at this time to do more than to free and to consoli 

date the cash reserves, now wastefully impounded in the 

banks. It would be inadvisable to add to these vast sums 

substantial portions of the cash balances now kept with re 

serve agents as part of the legal reserves. These balances 
are now actively employed by the Eeserve and Central Ee 
serve Banks; if withdrawn from these banks and replaced 

by actual cash in vaults, or by balances with the Federal Ee 
serve Banks, the accommodation, heretofore granted to the 

community by the Eeserve and Central Eeserve Banks, will 
have to be provided by the Federal Eeserve Banks. That is 

to say: the regular business done by the banks will have been 

taken away from them, and the Federal Eeserve Banks, which 

properly should act primarily as reserve institutions, pro 

viding the elasticity for extraordinary demands, will have 

been forced into the normal business, from which they should 

try to keep away. 
Unless it be clearly understood by legislators and banks 

that the Federal Eeserve Banks must not be used in normal 

times to finance the country to any substantial degree, the 

latter will fail to serve their purpose, because their funds 

would not be available when the real 
*' 

pinch 
'' came. 

The balances with reserve agents should therefore be left 

undisturbed to a certain extent, or if we are to break with the 

old system of counting one bank's balance with another as a 

cash reserve, on the ground that such balance really is not 

cash, then we must concede that our system, as it stands to 

day, implies a reserve of only 6 per cent, for country banks, 
of 12 1-2 per cent, for Eeserve City Banks, and of 25 per 
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cent, for Central Eeserve City Banks. It is with these actual 

cash reserves that the nation's banking business has been 

done, and, if properly organized, we can safely assume that 

they would be sufficient. No other nation requires cash 

accumulations or balances with Central Banks of such size. 
If the new law eliminates these bank balances as reserves, 

it ought to provide for a corresponding reduction of the re 

serve requirements; not to the full measure of these bank 

balances, because a certain degree of liquidity was assured 

by the old system, but to a large extent. 
It would appear entirely practicable to reduce the reserve 

requirements of the country banks from 15 per cent, (of 
which 6 per cent, were in vaults and 9 per cent, with reserve 

agents) to, let us say, 10 per cent.; of the Eeserve City Banks 

from 25 per cent, (of which 12 1-2 per cent, were in vaults 
and 12 1-2 per cent, with reserve agents) to 17 per cent.; and 
of the Central Eeserve City Banks from 25 per cent, to 20 per 
cent.1 The law should then provide that of these reserves 
a balance of no less than 50 per cent, would have to be kept 
with the Federal Eeserve Banks. This would mean a mini 
mum of 5 per cent, for country banks, of 8 1-2 per cent, 
for Eeserve City Banks, and of 10 per cent, for Central Ee 
serve City Banks. The writer has, however, no doubt that the 

balances would in fact be much larger, because there would 

not be any reason for the banks keeping more cash at home 

than they actually need for their daily business. On the 
other hand, the size of the balances generally kept by a bank 

with the Federal Eeserve Bank?and thereby for the benefit 
of the entire community?would have some bearing on the 

consideration which, in case of need, may be claimed from 
the Board of the Federal Eeserve Bank. But whether this 

suggestion be adopted or not, there can be no doubt whatso 
ever that nothing can be gained by impounding an unduly 

large amount of cash in the vaults of the individual banks, or 

by unduly locking up their now free funds. If properly con 

solidated and organized, the present cash reserves ought to 

prove sufficient; if linked together in an unsound and in 
efficient manner, the inclusion of the bank balances will not 

avail. If, after a few years of active operation, it should be 
come necessary to increase the balances, the law can be 

1 
Provided there are only a few Central Reserve cities; if there were 

more than four or six there would not be any justification in requiring 
them to keep reserves so much larger than the other cities. 
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easily amended to that effect, But it is most important to 
avoid all unnecessary convulsions at the beginning. 

As the law is now framed our illustration has shown that 

probably eight out of the twelve Federal Eeserve Banks, 
thrown back on their own power alone, would not be able to 

provide the necessary facilities during seasonable or abnor 

mal demands. The smaller the circle for each Federal Ee 
serve Bank the more acute would be its embarrassment, 
because the demands of its constituent banks will be simul 

taneous, the dominating industries of the region not being 

sufficiently varied. The larger the circle of each Federal 
Eeserve Bank, the stronger must be its own intrinsic power. 

But even with larger units than are provided by the Owen 

Glass Bill, the law would not achieve its purpose unless it 
would ultimately bring about a market for bills and bank 
acceptances and a free and natural interplay of reserves 

between the various centers* The business normally done 

by Central Banks must be only a fraction of the aggregate 

discounting done by the general banks, banking firms, cor 

porations, large and small, and in particular by foreign 
banks and governments. When the cotton crop is to be 

moved, not only the Southern Federal Eeserve Bank or 

Banks must provide their limited share, but the local banks 
in those parts of the country where money is not in as strong 
a demand during that season should be ready to buy South 
ern bills. In doing so they would rely on their own ability 
to rediscount in turn their own short maturities with their 

Federal Eeserve Bank or depend upon the broad market for 

discounts, in which they could, in case of necessity, resell 
these bills with their own indorsement. Can such a market, 

which is an absolute prerequisite for the safety of the entire 

structure, be developed with a system of twelve Federal 
Eeserve Banks as now proposed? The answer is a most 

unqualified 
" No!" 

The basis of a discount market is confidence; confidence in 
its large absorbing power and in its reasonable rates. By " 

reasonable 
" 

I mean to imply rates that can be foreseen 

by 
" 

reasoning," by summing up all the natural influences,? 
and the extraordinary ones too,?that may contribute to 

shape money rates in a rising or falling direction. Both 
these elements would be lacking under the Owen-Glass plan. 

With twelve discount rates (even though a good many might 
be generally the same), with twelve competing centers, with 
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twelve, conceivably, different discount policies, a large dis 
count market cannot develop. A market develops where pur 
chasers and sellers meet. Locally the majority of the small 

finance centers will be purchasers; but, as between the vari 
ous centers, they will on balance almost invariably be sellers. 

No open discount market will therefore develop in such 
smaller centers. It could, however, develop in the large 
centers like New York, Chicago, St. Louis, Boston, Phila 

delphia, etc., if it were not for the arbitrary powers vested 

in the Federal Eeserve Board. 

If, at these large centers, the banks could rely on a nat 

ural development of the discount rates, they would not hesi 

tate to invest freely in bills instead of keeping their working 
reserves (not the legal ones) in 

" on call money "; but what 
means have they to cast any reasonable prognostication 
as to the course of such rates? The New York Federal 

Eeserve Bank's position may be very strong and the Federal 

Eeserve Banks at Boston and Chicago may be in an equally 

good condition. Eastern banks might therefore be quite 

willing to buy Southern paper at 5 1-2 per cent, while the 

official Bank Eate of the Federal Eeserve Bank at New York 
presumably might be at 5 per cent, and that at New Orleans 

at 6 per cent. But here comes the Federal Eeserve Board 

and issues its edicts that the Federal Eeserve Banks of New 

York rediscount $10,000,000 each from the Federal Eeserve 

Banks at New Orleans, Seattle, Kansas City, or, perhaps, 

Denver, Salt Lake City, Minneapolis, or Duluth. To what ex 

tent these requirements will be made and on whom they will 

be made, whether on New York, Chicago, or Boston, no 

banker will be able to foretell, nor will anybody know to what 

points the money may be directed. In the face of such condi 

tions the call-money market will remain the stand-by of the 

banks; for they will not incur the risk of investing in dis 
counts while the discount rate, instead of developing ac 

cording to the natural free flow of credit and money, jumps 
according to the whim of a largely political body. With an 
election coming?and an election is always coming in the 

United States?how strong a probability is there that a de 

mand from Seattle or Dallas (be they over-extended or not) 
for money from the East will be refused? How strong a 

probability is there, in the face of some political agitation, 
that a depleted New York would receive money, even were 

it its own, from the South or the Far West? And even 
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if the majority of the men constituting the Federal Eeserve 

Board were entirely free from political considerations 

(which they cannot possibly be because some are political 
officers and owe it to their party not to disregard the po 
litical aspect of the case), what training, what ability would 

they command to pass upon these business and banking 

questions so as to enable them actively to run the banking 
business of the entire country? For not only is the discount 

rate of each Federal Eeserve Bank 
" 

subject to re 

view " 
by the Federal Eeserve Board; not only has this 

Board the power of throwing the reserves from one part 
of the country to any other part that it pleases; but the 

Board will fix at its own discretion the rate at which 
" 

Fed 

eral Eeserve notes 
" 

will be 
" 

advanced 
" 

to the Federal 

Eeserve Banks. To this latter question we shall have to 

revert later. 

While it is true that, by the addition of the Federal ad 

visory council, a very commendable improvement has been 

made, because through it the Federal Board will have an 

opportunity of at least learning facts concerning general 
conditions which otherwise it could not possibly know 

(though it remains entirely optional with the Federal Board 
to act on these facts, or rather upon local or political press 

ure) ; while it is true, furthermore, that the arbitrary powers 
of the Federal Board have been somewhat 

" 
toned down," 

none the less, the proper working of the entire system will 

depend upon the wisdom with which the Federal Board exer 

cises its functions, in particular that of 
" 

permitting or, in 

time of emergency, requiring Federal Reserve Banks to re 

discount 
" 

paper of other Federal Eeserve Banks. 

It has been argued with great insistence that the Federal 
Board should not be clothed with the power of " 

requiring 
Federal Eeserve Banks 

" 
to rediscount for each other; but 

it is the weakness of the entire plan that without such power 
lodged in some group of men the whole structure would 

fall to the ground. With twelve Federal Eeserve Banks the 
permission to rediscount for each other is a theoretical op 
tion of which they would hardly ever avail themselves. If 

the Federal Eeserve Bank of New Orleans should happen to 

have a bank rate of 6 per cent,, against rates of 5 per cent, 

in the majority of the other zones, and if the Federal Ee 

serve Bank of New Orleans became crowded, facing the 

necessity of increasing its rate to 7 or 8 per cent,, what 
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would happen? Would New England or Pennsylvania or 

Chicago or New York of their own accord apply for per 
mission to grant a loan? If money should be plentiful in 

these regions, the boards of these Federal Eeserve Banks 

would argue that their individual constituent banks should 
take as much paper from the New Orleans banks as they 

would think safe and good business, but they would not for 
a moment consider it wise or incumbent upon themselves to 

weaken the reserve power of their own Federal Eeserve 

Bank for the benefit of the New Orleans Federal Eeserve 

Bank, shouldering thereby a burden which would otherwise 

fall on the remaining ten Federal Eeserve Banks. In order 

to avoid the semblance of a Central Bank, the structure has 

been torn into twelve separate entities; but as the majority 
of these units are unable to stand alone, and as safety lies in 

union only, there must be some arbitrary power to take the 

place of the links that are missing in the structure. The 

further decentralization has gone, where centralization is 

the end to be sought, the vaster and the more arbitrary those 

powers must be. 

With twelve units, for the deliberation and co-operation 
of which among each other the law does not contain any 

provision?excepting the advisory council, which may advise 

the Federal Board but may not act?the initiative and execu 

tive power for any joint or individual action between these 

Federal Eeserve Banks must rest solely with the Federal 

Board. 

This is most unfortunate, because for these seven out 

siders, who constitute the Federal Eeserve Board?outsiders 

because, living in Washington, they all stand outside of ac 

tive business and they cannot possibly ever be in direct 
touch with the same?it is a problem beyond any man's 

power to decide wisely which of these twelve Federal Ee 

serve Banks is to receive a rediscount and which of the re 

maining eleven, and in what proportions, shall grant the 

same.1 

1 
The law provides 

" 
that the interest charge to the accommodated 

hank (we take this to mean the accommodated Federal Reserve Bank) 

shall be of not less than one nor greater than three percentum above 

the higher of the rates prevailing in the districts immediately affected." 
This must be a mistake. If New Orleans's 

" 
Bank Rate 

" 
is 7 per cent., 

its Federal Reserve Bank can only take discounts at the uniform rate of 

7 per cent.; why then should it sell its assets at 8 per cent, or 10 per 
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There will, therefore, be no natural flow of reserve money, 
nor any free flow of money, into these disconnected dis 

count centers. Important open discount markets will not 

develop; because neither Europe nor the large American 

banks will trust a system of this kind, which does not in 
sure a sufficient mobility for commercial paper. 

* 
Conse 

quently the banks will not be enabled to dispense with their 
present habit of keeping a substantial proportion of their 

assets in loans 
" on call." For the sake of creating some 

provincial centers, which will be centers only by name, and 

which, standing alone, will not be able to provide the needed 

relief, the efficiency of the whole system will have been sacri 

ficed. 

But while a system of twelve Federal Eeserve Banks will 
prove a failure, it will be well-nigh an impossibility to reduce 
the number later on. It is difficult to withdraw privileges 
once granted, even though their elimination would be of 

general benefit. On the other hand, it would not be hard, at 

any time, to increase the number, if this should prove ad 

visable later on. Meanwhile, under a system of a small num 

ber of Federal Eeserve Banks, discount markets would 

have developed, and the nation would have an opportunity 
of judging itself whether or not those were true prophets 

who predicted that the 
" 

discount market 
" 

would remove 

the concentration of money on the Stock Exchange, and 

whether or not the fear of a " 
tyranny of credit'' will sur 

vive under the new system. 
There are further phases of this problem that we must 

consider: 

The Owen-Glass Bill contains elaborate provisions for the 

development of bank acceptances and for dealing in foreign 

exchange. Both provisions are most appropriate, for with 

out creating an effective machinery covering these two 

items the law would not achieve its aims. 

If we want to finance our own foreign trade, if we want to 

establish a standard banking paper with a large market at 

home and abroad, great pains must be taken to develop these 

cent, in order to accommodate at 7 per cent, some banks, conceivably 
those that have expanded too much? If the Federal Eeserve Bank of 

New Orleans can borrow only at 8 per cent., its bank rate should be not 

only at least 8 per cent., but rather higher in order to keep down the ex 

panding banks of the region and in order to draw money into the dry 
district from other banks of the United States or Europe. 
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bank acceptances (not only those of subscribing banks, but 
also of our private firms; for the banks alone could not pro 
vide all the necessary facilities). The accepting bank re 

ceiving a commission of between 1-4 per cent, to 1-2 per cent, 

for giving its three months' acceptance, the discount rate for 

bank acceptances will have to be about 1 per cent, to 1 1-2 

per cent, lower than the rate for single-named promissory 
notes. Though it would be better business for the Federal 
Eeserve Banks to buy 45-days paper at, let us say, 5 1-2 per 

cent., they will have to make it a point to have a private dis 

count rate for bank acceptances of, let* us say, 4 per cent. 

This private discount rate must meet the English, French, 
and German rates in the world's market, and, unless the 

Federal Eeserve Banks make special efforts to make the 

American rate reasonably low, no American bank acceptance 
will take the place of the European ones, no matter how 

many foreign banks may be established under the American 

flag. 
Which of the twelve Federal Eeserve Banks is to carry 

this burden? They all will want to earn their 5 per cent., for 

which the margin does not appear to be very large as the bill 
is drawn at present, and they all will strive to make the sur 

plus earnings beyond 5 per cent, as large as possible, since 

they are to receive 40 per cent, of such excess. There are 

several reasons, however, why the 5 per cent, dividend is not 
as amply assured as it was under the Aldrich plan: (1) un 

der the latter plan, the Treasury money was deposited free 

of interest, while under the Owen-Glass Bill interests are to 

be allowed to the Treasury; (2) under the Aldrich plan the 

profit on over $700,000,000 National Bank notes, which were 
to be assumed by the National Eeserve Association, and the 

profit on any further note issue, was to go to the National 

Eeserve Association. Under the Owen-Glass Bill the Fed 

eral Eeserve Banks will have to pay interest on the notes to 

the Government, so that it may not be sure that any profit 
will be derived by them from this source. While the Na 
tional Eeserve Association's profit was limited to 5 per 

cent., the balance going to the Government, the margin 
was so large that all transactions which were to be 

done, for the public welfare, with small profit or even 

at a loss, could be carried out without encroaching on 

the 5-per-cent. dividend. It is a fair question whether, 
in view of these conditions and considering the vast 
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powers of the Federal Eeserve Board to interfere with 

the profits of the Federal Eeserve Banks, the Govern 

ment should not guarantee a minimum return to the stock 

holding banks,?let us say 4 per cent, as maximum and 

minimum,?and permit the banks to dispose of their stock 

holdings at their pleasure, selling the stocks to them above 

par, and using the premium for the establishment of a 

surplus fund.1 

If we review our considerations at this point, we find that 

the result of the division of the country into twelve Federal 

Eeserve Banks, under the Owen-Glass plan, would be the de 

struction of a reliable and strong discount market, the weak 

ening of the reserve power of the country, the undoing of the 

hope of developing on a broad basis the American bank ac 

ceptance, and the sacrificing of a strong and efficient foreign 

exchange and gold policy. On the other hand, while all these 

advantages of a frank centralization have been lost, the 

Owen-Glass plan cannot avoid the same degree of centraliza 

tion which, however, it brings about by conferring auto 

cratic powers upon a small group of men. And because the 

technical decentralization into twelve units has gone too far, 
the individual powers, which are to take the place of the well 

knit links of a single organization, must necessarily be too 

far-reaching. They become a danger to the whole structure 

and, at the same time, to those who are to be the responsible 
officers of the Federal Eeserve Board. 

The remedy is a simple one. If the framers of the Owen 

Glass Bill, continuing in the same direction in which they 
have moved up to the present, will further reduce the num 

ber of the reserve centers, the very serious objections to the 

present law may easily be eliminated. 

In the writer's opinion a system of four Federal Eeserve 

1 
The plan of permitting the Federal Reserve Banks to participate in 

any profit secured in excess of 5 per cent, does not appear to be sound. 

It would act as a stimulus toward activity and money-making, where the 

main duty of these Federal Reserve Banks must be conservatism, and a 

strong tendency to remain in reserve without any consideration of sacri 

fice of profits. 
It would be better to allow the stockholders a return of 5 1-2 per cent, 

or 6 per cent., under a liberal system that would permit them to earn 

this dividend even with the greatest conservatism, than to permit them 

a share in the excess profits under a narrow system that would rather 

force them to do business in order to be quite sure of even their 5-per 
cent, dividend. 
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Banks, with centers at New York, Chicago, St. Louis, and 

San Francisco, with a Federal Eeserve Board at Washing 

ton, would under the circumstances form the best possible 
solution. If it be objected that by such a division New York, 

which would include New England, would become too 

strong, a system of six Federal Eeserve Banks would still 

be practicable, though less safe and efficient. Any larger 
number the writer strongly believes to be pernicious. It 

may be well to bear.in mind that with any further increase 

in number of the Federal Eeserve Banks, New York's 

weight could not be much reduced, and the larger the num 

ber of the Federal Eeserve Banks, the more acute will be 
come the disproportion of New York's power as compared 

with that of the other centers. 

Let us contemplate now how a system of four or six Fed 

eral Eeserve Banks will meet the various difficulties that 
we have discussed. For simplicity's sake we shall discuss a 

system of four Federal Eeserve Banks, but if six should be 

decided upon, the argument, though weakened, will still re 

main the same. 

A system of four Federal Eeserve Banks would offer to the 

people a guarantee that New York could not in any way have 

any direct influence upon the management of the banks in 

the other parts of the country. (The New York Federal 

Eeserve Bank would embrace New England, New York, New 

Jersey, Pennsylvania, Delaware, Maryland.) The country 
would be as safe in this respect as it would be under a sys 
tem of twelve Eeserve Banks. On the other hand, what have 

we gained? The accumulations of reserve money would be 

so strong in each of the four centers that a sectional, season 

able demand could be readily taken care of; all the more be 
cause with four large units, four powerful administrations 

with a distinct and strong policy, important discount mar 

kets will develop. We should then have a real concentration 

of reserves and a real mobilization of credit. As to bank ac 

ceptances, foreign exchange, government bonds and note 

issue, these four Eeserve Banks could agree upon a joint 

handling of these (perhaps for a joint account to be based 
upon the capital of each Federal Eeserve Bank). Four large 
concerns will be able to agree upon a disinterested policy; 
twelve local Federal Banks, with unequal powers, and 

naturally more selfish interests, never will. The idea 

prevails among some critics, that twelve centers will 
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take better and fairer care of the country than four. 

This idea is unfounded. The reverse is the case. The 

question of the branches of the National Eeserve Asso 

ciation and of the Federal Eeserve Banks has, in the 

writer's opinion, never been sufficiently considered in detail. 

If a free system of transfers from one part of the country to 

the other is to be established, if balances with Federal Ee 
serve Banks are quickly and easily to be created and used 

for the purpose of clearing, then all important cities must 
have branches and all minor cities must at least be within 
easy reach of a branch. It will be impossible to establish an 
effective system of transfers of balances with twelve zones, 

within the boundaries of each of which the easy transfer 

would remain confined. There are between sixty and seventy 
cities now that are entitled to branches, or where branches 
are necessary to cover certain sections. Let us take cities 

like Cincinnati, Cleveland, Toledo, Columbus, Indianapolis, 

Detroit, Milwaukee, Minneapolis, St. Paul, Duluth, etc. They 
all would be entitled to branches, and they all could be 
branches of Chicago. If we were to pick out one of these 

and make it a Federal Eeserve Bank, the others, almost equal 
in importance or possibly superior, would fare poorly by be 

coming tributary to, and dependent on, an organization 
weaker than Chicago. But this must happen with twelve 
centers. Moreover, it is hard to imagine that a Federal Ee 
serve City should not become a Central Eeserve City. To 
create twelve Central Eeserve Cities would defeat the very 
idea of Central Eeserve Cities; we need not enlarge upon that 

thought,?but with twelve Federal Eeserve Cities we could 

hardly escape that necessity. By adding San Francisctf to 
the list of the existing three Central Eeserve Cities the ques 
tion might be solved without difficulty with a system of four 
centers.1 

1With four Federal Reserve Banks one could imagine that each 
Federal Reserve Bank city would become a Central Reserve City, each 

city where there would be a branch (and only those) would become a 
Reserve City. If the accumulation of reserve money with reserve agents 

is to cease, the main motive in the determination of Central Reserve 

and Reserve Cities will have been eliminated. On the other hand, the 
position occupied by a city in the organization of the Federal Reserve 
Banks will become a very important factor, and inasmuch as there 

will be a certain concentration of business wherever there will be a 

branch or a head office, it may be logical to require banks in these 
centers to contribute in a more substantial degree to the reserves of 
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If six centers must be created, we must suppose that 

New Orleans and some other city, presumably Boston, 
would have to be added. (But, again, the South, 
grouped around New Orleans, will be less efficiently pro 
vided for than by grouping a larger Southeast around 
St. Louis. Even New Orleans itself would fare better 
as an important branch than as a comparatively weak 

Federal Eeserve Bank.) In other words,?to use again our 

old metaphor, often employed in the last six years,?in or 

der to procure fire protection for the entire community we 

must provide faucets in as many places as we possibly 
can (i.e., the branches), but we must concentrate the water 

so that we may have enough for any emergency. If we 

cannot concentrate all the water into one central reservoir, 
let us at least see to it that there will be only a few and 

large ones. Small reservoirs will quickly run dry, thereby 

creating consternation, and any other small reservoir, that 

may be drawn upon, will quickly show the effect, again 

causing anxiety and, as a consequence, an increased demand. 

Large reservoirs can stand a drain without an alarming 

drop of the gage and, if interconnected, they can assist one 

another without much sacrifice and without creating any 
convulsion or alarm. Twelve interconnected reservoirs 

would be a complicated system, inefficient in its results and 

to be handled only in the most arbitrary and haphazard way. 

To insist on a large number of Federal Eeserve Banks 

because, it is argued, reserves ought to be kept where they 

originate, is a selfish and narrow doctrine. For some char 

itable minds it may be a comfortable feeling of safety to 
see their neighbor's house burn down and to shut off from 

him their own water-supply. But when their own house 

happens to be on fire they may find some fault with 
such a system. Moreover, with the key in the hands of a 

board appointed by the President, they should be able to 
overcome this provincial point of view. 

As to the organization of the four Federal Eeserve Banks 
and the Federal Eeserve Board, it would not be difficult, 

while preserving a similar machinery as now proposed in 

the Owen-Glass Bill, to begin by organizing the branch 

boards, which would be responsible to, and under the con 

trol of, the boards of the Federal Eeserve Banks. The lat 

the nation than the other banks which in the future would constitute 
the "country banks." 
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ter would be constituted from members of the branches, 
and some members would be appointed by the Federal Ee 

serve Board. Each branch would have a manager to be 

appointed by the Board of the Federal Eeserve Bank. 

Each Federal Eeserve Bank would have a governor to be 

appointed by the President, from lists to be submitted 
to him by the Board of the Federal Eeserve Banks, 

which lists the President might return, asking for a new 

set of names. These Governors would be first-class, 

expert men, who should receive large salaries in order to 

render them independent and in order to make the position 
an attractive one for men of the strongest caliber. The Fed 

eral Eeserve Board should consist of these four governors, 
three additional members to be appointed by the President, 
and to these should be added the Governor-General to be 

appointed by the President in consultation with a committee 

consisting of delegates from the Federal Eeserve Banks. It 

should not be difficult upon a basis of this kind to agree upon 
a constitution of the Federal Board satisfactory both to 

Congress and to the business community. The Secretary of 

the Treasury and the Comptroller of the Currency ought to 

be members of a Board of Supervision. 
With units so large and a Federal Eeserve Board thus 

constituted the powers of the latter may remain almost un 

changed ; but it is submitted, that it may not be necessary to 

destroy the independent character of each Federal Eeserve 

Bank by making it obligatory for them to rediscount for each 

other at the request of the Federal Board. If there be only 
four Federal Eeserve Banks, the heads of which are mem 

bers of the Federal Eeserve Board, at which they would 

meet one another, they may be relied upon to stand by one 

another of their own free will?in particular if they have to 

deal jointly with Government bonds, bank acceptances, for 

eign exchange, and note issue?and the law may be easily 
amended in case they should not. 

In the writer's opinion Cabinet Members should not be 
members of the active board. It would be safer both for 

these officers and for the country if men whom duty toward 

their party compels not to neglect the political aspect of 
each case should be kept away from this post. Moreover, 
Secretaries resign, or, in the course of events, they change, 
whereas it is most important that the members of the Fed 

eral Eeserve Board should gradually become experts like 

vol. cxcviii.?no. 695 35 
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the members of the Interstate Commerce Commission. 

There are no Cabinet Members on this latter commission, 
nor are there any on the Supreme Court, with both of which 
the Federal Eeserve Board has been compared. Inasmuch 
as the Democratic party appears to have set its mind on 

exclusive Government control, the writer's proposition, as 

above outlined, bears fully in mind this prerequisite even 

though he may consider it extreme. The plan as here pro 

posed would not allow a single member on the Federal 

Board not appointed by the President, none the less, but it 

would gain the confidence of the business community and 
overcome its objections, because the four Governors of the 

Federal Beserve' Banks, who would be thoroughly familiar 
with actual banking and business conditions in their respec 
tive zones, would have an opportunity and duty frequently 
to confer with one another, and would have an important 
voice in the shaping of the policies of the Federal Eeserve 

Board. The remaining three members would be free from 

any political pressure. The Democratic party's principles 
would have been fully respected, and yet grave dangers 
and defects would be avoided. 

But, no matter what conclusion may be reached in this 

respect, and what form the Federal Board may take, the 

dangers and iniquities of Government management would 

materially be reduced by the establishment of only four Fed 
eral Eeserve Banks. The more the Federal Board is called 

upon to deal only with composite bodies?that is, a number 

of varied elements massed together?the more it is protected 
from political pressure. The local demand would address 

itself to the Federal Eeserve Banks; the Federal Eeserve 

Board at Washington would only deal with questions of 

policy, applying to groups that would be so large that 
the divergent interests of the various component parts 

would in themselves eliminate any provincial color, help 

ing the Federal Board to deal with its problems, without 
fear or favor, in an absolutely statesmanlike, unbiased 

way. 

A structure of this Kind would have the advantage, as 

against the Monetary Commission pleM, that, while there 

would be among the four Eeserve Banks one policy of ex 

pansion or of contraction, they could each adapt their rate 

to their own conditions, as against the uniform discount rate 

for all the country proposed in the Monetary Commission 
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plan. The Federal Board might even have power to permit 
a Federal Eeserve Bank to establish a higher rate for a 

single branch, when it would appear necessary to curtail a 

particular over-expanding branch or community, without 

wanting to affect by a higher rate the entire zone of the 

Federal Eeserve Bank. 

A structure of four (or six) Federal Eeserve Banks would 

offer the greatest advantage in dealing with the Government 

2-per-cent. bonds and the note issue. With both of these 

features the Owen-Glass Bill deals in a most unsatisfactory 
way. 

In the first place our currency is already redundant and 
we would begin with the existing maximum as the minimum, 
because National Bank Currency, based on Government 

bonds, does not materially contract. We would provide for 

a possible increase of $500,000,000, though this limit has now 
been removed by law, but for a decrease only of $35,000,000 
for the first year. The entire National Bank Currency 

ought to be converted into elastic currency from the begin 
ning. What do we gain by spreading this conversion of 

bonds and notes over twenty years? There is every argu 
ment for a prompt conversion. 

The present proposition is unsatisfactory for both the 
Government and the banks. If we consider that within the 

last twenty years English, French, and German Government 

bonds have gone down about 20 per cent., anybody would 

be a bold man who would dare to foretell at what price 
United States Government 3-per-cent. bonds will sell within 

the next twenty years. If the United States should embark 

upon any national enterprise which would entail a material 

issue of bonds, the price certainly would go down. Should 
United States 3-per-cent. bonds sell below par, the National 

Banks would, of course, not convert. The National Bank 
note issue, in that case, would remain outstanding for twenty 
years, when the United States would have to sell a 3 1-2-per 
cent, or possibly a 4-per-cent. issue to take the place of the 

old 2-per~cent. bonds. The present proposition, then, gives 
the option to the National Banks to convert in case the 
3-per-cent, United States bonds sell above par, while, if they 
sell below, the United States will have to take the loss. 

This is a poor proposition for the Government; on the other 

hand, it is the minimum that, in fairness, could be offered 
to the National Banks. 
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The Aldrich plan proceeded on correct lines in converting 
the 2-per-cent. bonds all at once and in assuming the entire 

National Bank note issue. It went astray when it provided 
that these bonds were to be kept from the market for five 

years and were to be sold only at the rate of $50,000,000 per 

year after that period. This meant that the National Ee 
serve Association, having assumed over $700,000,000 on-de 

mand obligations, would have had its hands tied if it had 
been called upon to protect these liabilities?an unsound 

position. 
The problem is not an easy one. If we imagine that after 

twenty years the National Banks would have disposed of all 

their bonds to the public, we must expect that, on the other 

hand, at that period there will be required at least the same 

amount of circulation as we have to-day (and more according 
to the increase in population). That means that Federal Ee 
serve Currency will have been permanently substituted for 

National Bank Currency, let us say to the extent of $700,000, 
000 to $800,000,000. But currency cannot be issued without 

something having been given in return for it, which means 

again that, inasmuch as the Federal Eeserve Banks would 

not own any Government bonds against these outstanding 

notes, they must have other assets to that extent?that 

is, mainly, commercial paper. It follows that, in addition to 

their own capital and part of their deposits, the Federal Ee 
serve Banks would have permanently invested about $800, 

000,000 in commercial paper, and to this we would then have 

to add the extraordinary and seasonal demands for which 

$500,000,000 were estimated to be issued, a total of about 

$1,300,000,000 to $1,500,000,000. This would not be a healthy 
condition, for normally the Federal Eeserve Banks should 

not be so deep in business, they should become such heavy 
investors in commercial paper only in times of active de 

mand. It would therefore be desirable to find a way of in 

vesting several hundreds of millions of dollars otherwise 

than in commercial paper, provided that these assets would 

be safe and quickly salable. It is from this point of view 

that the following suggestion is made. 

Let the four Federal Eeserve Banks jointly assume the 
National Bank note issue and let them take over jointly, in 

proportion to their respective capitals, the 2-per-cent. Gov 

ernment bonds. Let the Government convert half of the 

amount so taken over into 3-per-cent. 20-year bonds, the 
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other half into one-year 3-per-cent. Treasury notes of the 

United States. As long as their charters last the Federal 

Eeserve Banks would jointly bind themselves, whenever 

these one-year notes would mature, to buy at par the same 

amount of new one-year 3-per-cent. Treasury notes. The 

advantage of this plan is obvious. For the United States it 
is indifferent whether they issue a twenty-year bond or a one 

year bond the renewal of which at par has been guaranteed 
for twenty years. But the position of the Federal Eeserve 

Banks would be immensely strengthened thereby. For, in 
case the Federal Eeserve Banks found themselves in a situa 
tion where they wanted to strengthen their position or create 
a balance in foreign countries, they could at once sell these 

short Treasury notes, if not on a 3-per-cent. basis, let 

us say, even on a 6-per-cent. basis. In serious times 

the loss incurred would not weigh heavily, because 

money at home would then be in strong demand and 

bring more than that rate. By such a sale the price 
for the long-term Government bonds would not be af 

fected in anxious times, when these could only be forced 
on the market at great sacrifice and at the risk of tearing 
down the price of all other securities. On the other hand, 
these United States one-year Treasury notes,?which might 
be issued so as to mature half in January and half in July? 
would be a quick asset, a most suitable investment for the 

Federal Eeserve Banks. With $350,Q00,000 of such an in 
vestment it might be quite safe to preserve the holding of the 
remaining $350,000,000 in twenty-year bonds. If it should 
be found that the available liquid means of the Federal Ee 
serve Banks should be permanently increased, it can safely 
be left in the hands of the Federal Board to dispose of them 

gradually in favorable times and in quantities that the 
market will readily absorb. 

While the Government, in following this suggestion, would 
continue to run the risk of having to renew the 3-per-cent. 
bonds at their maturity on possibly a 3 1-2-per-cent. or 4-per 
cent, basis, it would on the other hand preserve its chance of 

securing the advantage of a sale of the 3-per-cent, bonds 

above par, in case the investment market should take a favor 

able turn. It would not grant a one-sided option. Further 

more, the profit on the circulation would from the beginning 
be received by the Federal Eeserve Banks?that is to say by 
the Government?and the earnings of these Federal Be 
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serve Banks would show an ample margin over and above 
5 per cent., the importance of which we have already empha 
sized. 

This presupposes that sound counsel will prevail, and that, 
in the face of the emphatic protest coming from all parts of 

the country, the framers of the Owen-Glass Bill will ulti 

mately abandon their intention of letting the Government 
issue the new notes. One need not be a prophet in order to 

be able to foretell that this heresy will have the same fate 
as the 16-to-l silver standard and the guarantee-of-deposit 
plan, and that after a few years people will wonder how they 
could ever have considered seriously so absolutely unsound 
a theory. 

Though, as against its original form, Section 17 of the 
bill has been materially improved, it still remains a 

puzzle to the writer how, in practice and in theory, it will 

work out in any satisfactory way. Is there to be a uniform 

rate for the 
" 

advances 
" 

of these Federal Eeserve notes? 

Or will the Government undertake to discriminate between 

various parts of the country? Is this rate to be different 

from the bank rate in the Federal Eeserve districts ? 

Neither the constituent banks nor the Federal Eeserve 

Banks, when granting accommodations, can know whether 

the ultimate customers will use this book-credit for the pay 
ment of book-debits (that is, by check), or whether it will be 

employed to discharge debts that cannot be paid by checks, 
and whether, consequently, notes will be required. Notes 

that have been issued to-day may again be turned into book 

credits to-morrow. They are interchangeable, and, from the 

Federal Eeserve Bank's point of view, they ought to be 

treated alike, both as deposit liabilities. To cut these func 
tions in two, to attempt to let the book-credit and the note? 

twin brothers?be born by two different mothers, is a most 

anomalous proceeding. But, we must ask, how would it be 

possible at all for the Federal Eeserve Banks to act boldly 
and comprehensively with their problems, if they cannot 

rely on being able to provide circulation as long as they are 

within the limits of the law concerning their cash reserves 

and collateral? While it is inconceivable that the Federal 
Board should ever refuse to grant an advance to a Federal 

Eeserve Bank in sound condition, still this arbitrary power 

given to the board would be a menace, and an unnecessary 
source of weakness, to the whole structure. Moreover, is 
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it at all reasonable that a Federal Eeserve Bank should not 
be in a position to figure what its investments in discounts 
will return? To illustrate: If a Federal Eeserve Bank buys 
from the Sixth National Bank $100,000 of 60 days' paper at 
6 per cent., and the latter draws a check against this redis 

count, the Federal Eeserve Bank nets 6 per cent. If the 
Sixth National Bank, or its customer, should draw $100,000 
in notes, and if the Federal Board should charge 6 per cent, 
for 

" 
advances," the Federal Eeserve Bank would not re 

ceive any return at all from the investment. Why punish the 
Federal Eeserve Bank, and indirectly the people, for issuing 
a legitimate amount of circulation? If the Federal Eeserve 

Bank's earnings above the 5-per-cent, dividend are well as 

sured, the amount charged for the advances will be put from 
one pocket of the United States Government into the other.1 
If there should be any doubt as to this 5-per-cent. dividend, 

would it not stand to reason that the Federal Eeserve Bank, 
if it had ample cash reserves., would rather pay out its law 
ful money than pay for the costly 

" 
advance 

" 
of Federal 

Eeserve notes? This is, of course, the very last thing the 
Government ought to encourage, but we can hardly see how 
this consequence can be escaped under the law as drawn at 

present. 
But these 

" 
advances/' when carefully analyzed, are 

nothing but a myth. Sooner or later, but within twenty 
years, under the Owen-Glass Bill, there will be outstanding 
$700,000,000 of Federal Eeserve notes (which will have re 
placed the National Bank notes), and in addition such notes 
as will have to be issued to take care of extraordinary de 

mands, together, let us say, between $1,000,000,000 and $1, 
200,000,000. Against these notes 

i' 
which will be the obliga 

tion of the United States," the United States will have no 
assets of their own whatsoever. The Treasury balances, of 
about $100,000,000, are to serve for certain specified obliga 
tions of the Government, and are neither available nor suffi 

1 
As a question of revenue to the Government a tax on note issue is 

superfluous when the excess earnings go to the Government. If the 

tax is created for the purpose of acting as a sentimental check on over 

expansion?unnecessary, because an effective one is being applied by 
the bank rates?it ought to be based on " 

liabilities" (comprising de 
posits and notes issued) and gold cover. But, in a country in which the 
deposit-and-check system is so highly developed, it would be impracticable 
to apply the brake on the note issue alone. 
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cient for the purpose of securing these Federal Eeserve 

notes. The Government relies absolutely on the Federal 

Eeserve Banks to pay these notes when presented. It has 
no money to advance to these Federal Eeserve Banks and it 

has no money to pay the Federal Eeserve notes when pre 
sented. As long as the note is in circulation, the Govern 

ment kindly grants the 
" 

advance "; as soon as the note is 

presented for payment, the Federal Eeserve Banks have to 

cash it. In other words, if we thread our way through this 

bewildering maze, it is not the Government that gives the 

advance, but the public which holds the notes that grants 
the credit. In other words, it is not the United States 
upon whom rests the primary obligation, but the Federal 

Eeserve Banks. The United States are the guarantors of 

the notes, which the Treasury would be called upon to pay 

only after the Federal Eeserve Banks are in default. 

Why then not put it into a clear form? Why not let the 
Federal Board at Washington issue these notes?under the 

supervision of the Treasury?for the joint account and as 

the primary and joint obligation of the Federal Banks, the 
United States, in consideration of the profits to be received 
and against collateral, as proposed in the Owen-Glass Bill, 

guaranteeing the notes? It is this the writer makes bold 

earnestly to recommend. The status of both the Govern 

ment and the Federal Banks would thereby become clear.1 

Under the Owen-Glass Bill the Federal Eeserve Banks 

set aside a gold reserve for notes which they have not issued 

and which do not appear as their liability. The United 
States Government, on the other hand, is to issue up to 

$1,200,000,000 of notes, and against these no gold cover would 

appear on their statement; but as a cover they would show 

only the indebtedness of the Federal Eeserve Banks. There 
is not sufficient differentiation between contingent and direct 
liabilities and contingent and direct assets. The Federal Ee 
serve Banks are asked to assume practically the direct obli 

gation for a contingent liability, and the United States figure 
a contingent asset as a direct asset. The writer proposes 
to put direct assets and obligations into the same balance 

sheet, and the contingent assets into the same balance-sheet 

with the contingent obligations. 
xThe guarantee by the United States is not a necessity; the notes 

would be good enough without the same; but as a matter of expediency 
it would appear wise to follow this course. 
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This is not a question of bookkeeping only, it has a most 

vital bearing upon the question of direct responsibility or 

contingent responsibility in the management of the Federal 

Eeserve Banks. If the United States issued the notes as 
their primary obligation, if the Federal Eeserve Board fixed 
any interest rates for these advances, the Government would 

establish a direct connection and direct responsibility which, 
as we have shown, it is most important to avoid. If the 

method suggested by the writer be followed, any political 
pressure addressed to Congress or to the Executive for a 

lowering or raising of rates, a freer or less supply of facili 

ties, in any particular part of the country, would be prompt 

ly turned off by the statement that while the Government 
undertakes the responsibility for supervision, for installing 
an efficient and honest management, it could not have any 
direct influence upon the business of the Federal Eeserve 

Board or the Federal Eeserve Banks. 

It is the world's acknowledged theory and practice to 

keep the obligations of the Central Banks distinct from 
those of the Government. It would lead too far to present 
a full'argument showing the advantages of the semi-official 

Central Bank over a direct Government organ. It may suf 

fice here to refer to the gold loans granted in critical times 

by the Banque de France to the Bank of England, a trans 

action that in 1907 we should have been only too glad to 

bring about for the United States, but could not achieve 
because there were no modern American bills and no central 

organization. A semi-official organ can bring about a trans 

action of such kind, which would be hardly compatible with 
the dignity and the duties of a Government. This is another 
reason for keeping the Government in a " 

contingent posi 

tion," but not in the first line of battle. 

History has shown that the Banque de France survived 

when the Government of France went to pieces; it remained 

unchanged whether France became an Empire, Commune, 
or Eepublic. History has shown that by keeping the Central 

Banks and the Governments separate entities, they become 

mutual supports. The Government is a customer of a Cen 

tral Bank; at times its largest depositor, at times its heavi 
est borrower. The Government's credit strengthens the 

Central Bank, the Central Bank strengthens the credit and 

power of the Government. Where Government credit and 

bank credit have been mixed up, the consequence has been 
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to weaken both. Are the United States, under the Presi 

dency of a man of science, going to throw this universal 

experience to the wind?1 The friends of the present ad 

ministration, and any good citizen, for that matter, cannot 

too earnestly warn it not to insist on any extreme measure 

that would antagonize wide circles of business men and the 

very element through the agency of which alone the bene 

fits of the law can accrue to the people of the United States. 

While technical parts of the measure will have to be amend 

ed as the country develops, it will prove the greatest curse 

for the nation if the fundamental structure should not be 

come a permanent one. Extreme party policy now applied 
will bring extreme revision whenever the Democratic party 
should happen to again become the minority party; and the 

Federal Eeserve Bank, instead of being a rock standing un 

moved and unshaken by the waves of party strife, will be 
come its very plaything, a fate to be avoided at all hazards. 

We cannot set business free by tying it in turn to the chariot 

of every conquering party. Wise moderation alone will 

insure the safety and the continuity which are the basis of 

prosperity. 
It is sincerely hoped that amendments on lines as here 

submitted will be adopted. As the bill stands to-day it is 

vastly inferior to the plan ultimately submitted by the Mone 

tary Commission. In its present form the Owen-Glass Bill 

is fraught with serious dangers, and it would not be able 

to bring about those remedies and benefits that the country 
is entitled to expect. 

The suggestions made in this article take into full account 
the political requirements of the problem. 

A reduction of the number of Federal Eeserve Banks 

from twelve to four would not violate any principle. The 

demand for Government control would be carefully com 

plied with, and the notes would remain 
" 

obligations of 

the United States," with the difference only that they 
would express what in essence they are under the law, 
and that interest charges for 

" 
advances 

" 
would be 

eliminated. 

In dealing with the 2-per-cent. Government bonds as here 

proposed, no principle would be involved at all, but the prac 

1We cannot dwell here upon the harm and danger that would follow 

the watering of the United States gold currency, which will militate 
against our securities and our "discount market." 



CUEEENCY LEGISLATION 555 

tical importance of this change for the safety of the entire 

structure cannot be overestimated. 

Amended on these lines, the writer feels confident that the 

law, though not ideal, will redound to the benefit of the 
nation and be a credit to the partjr under the auspices of 

which it was created. 

The writer deems it wise not to burden this article with a 

discussion of a number of questions of a more technical 

nature, preferring at this time to center attention on the 

main points at issue. 

He hopes that it may not be considered a presumption on 

his part, if, from Europe, after an absence of several months, 
and out of touch with the general discussion now taking place 

upon the subject, he ventures to make these suggestions. 
But the active interest which he has taken in developing 

the ideas, on the main lines of which legislation is now pro 

posed, may, he trusts, justify his effort to point out some 

pitfalls which may prove fatal and which can easily be 
avoided. * 

Paul M. Wakbukg. 
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